CATAWBA COUNTY, NORTH CAROLINA
NOTESTO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2003

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of Catawlba County (government) and itsdiscretely presented component unitsconformto
generdly accepted accounting principles (GAAP) as applied to governmenta units. The Governmenta Accounting
Standards Board (GASB) is the accepted standard-setting body for establishing governmenta accounting and
financid reporting principles. The following is a summeary of the more sgnificant accounting policies.

A. Reporting Entity

The County, which isgoverned by afive-member board of commissioners, isone of the 100 counties established
in North Carolina under North Carolina Generd Statute 153A-10. Asrequired by generaly accepted accounting
principles, thesefinancid statements present the County and its component units, legaly- separate entitiesfor which
the County is financidly accountable. The Catawba County Industrid Fecility and Pollution Control Financing
Authority (the Authority) exigts to issue and service revenue bond debt of private businesses for economic
development purposes. The Authority hasno financid transactions or account bal ances; therefore, it isnot presented
in the basic financid statements. Catawba Vdley Medicd Center (theMedical Center) and the Catawba County
ABC Board (the Board) both have a June 30 year end and are presented asif they are separate proprietary funds
of the County (discrete presentation).

Reporting
Component Unit Method Criteriafor Inclusion Separate Financial Statements

Catawba County Industrial Facility and Discrete The Authority isgoverned by a None I ssued.
Pollution Control Financing Authority seven-member board that is appointed
by the County Commissioners. The
County can remove any member of the
Authority with or without cause.

Catawba Valley Medical Center Discrete The Medical Center isapublic Catawba Valey Medical Center
hospital that was organized in 1962 by 810 Fairgrove Church Road S.E.
resolution of the Board of Hickory, NC 28602
Commissioners of Catawba County.
The County appoints the board of
trustees for the Medical Center. The
County has alsoissued revenue
bonds for improvement of the Medical
Center facilities, which are paid from
Medical Center revenues.

Catawba County ABC Board Discrete The members of the ABC Board are Catawba County ABC Board
appointed by the County. The ABC 1910 Fairgrove Church Road
Board isrequired by State statute to Newton, NC 28658
distribute its surpluses to the General
Fund of the County.
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B. Basis of Presentation, Basis of Accounting

Basis of Presentation, M easurement Focus — Basis of Accounting

Government-wide Statements: The statement of net assets and the statement of activities display information
about the primary government (the County) and its component units. These statementsindudethefinancid activities
of the overdl government, except for fiduciary activities. Eliminations have been made to minimize the double
counting of internd activities. These statements distinguish between thegover nmental and business-type activities
of the County. Governmentd activitiesgenerdly arefinanced through taxes, intergovernmenta revenues, and other
non-exchange transactions. Business-type activities are financed in whole or in part by fees charged to externd

parties.

The statement of activities presents a comparison between direct expenses and program revenues for the
business-type activity of the County and for each function of the County’ sgovernmenta activities. Direct expenses
are those that are specificaly associated with a program or function and, therefore, are clearly identifiable to a
gpecific function. Indirect expense allocations that have been made in the funds have been reversed for the
datement of activities. Program revenuesinclude 1) feesand charges paid by the recipients of goods or services
offered by the programs and 2) grants and contributions that are restricted to meeting the operationa or capital
requirements of aparticular program. Revenuesthat are not classified as program revenues, including al taxes, are
presented as general revenues.

Fund Financial Satements The fund financid statements provide information about the County’s funds,
including its fiduciary funds and blended component units. Separate statements for each fund category —
governmental, proprietary , and fiduciary — are presented. The emphasisof fund financid statementsison mgjor
governmental and enterprisefunds, each displayed in aseparate column. All remaining governmenta and enterprise
funds are aggregated and reported as nonmgjor funds.

Proprietary fund operating revenues, such as charges for services, result from exchange transactions associated
with the principal activity of the fund. Exchange transactions are those in which each party receives and gives up
essentially equa vaues. Nonoperating revenues, such as subsidies and investment earnings, result from non
exchange transactions or ancillary activities.

The County reports the following mgor governmenta funds:

Gengrd Fund - The General Fund is the primary gperating fund of the County. It is used to account for all
financia resources of the genera government, except those required to be accounted for in another fund. The
primary revenue sources are ad valorem taxes, sales taxes, Federd and State grants, and other varioustaxesand
licenses. The primary expenditures are for education, human services, public safety, economic and physica
development, environmentd protection, cultural and recreationa projects, and generd government services.
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Water & Sewer Reserve Fund — TheWater & Sewer Reserve Fund accountsfor the accumulation of fundsfor
the financing and congtruction of water and sewer capita projects in the unincorporated sections of the County.

Water & Sewer Congtruction — The Water and Sewer Construction Fund accounts for the financing and
congtruction of al mgor water and sewer capital projects in the unincorporated sections of the County.

Schools Capita Projects Fund — The School s Capital Projects Fund accountsfor the financing and construdion
of mgor capita projects for the three school systems and community college in the County.

The County reports the following mgor Proprietary Fund:

Solid Waste Management Fund — The Solid Waste Management Fund accountsfor the operation, maintenance
and development of various landfills and disposa Stes and other solid wagte activities. The Solid Waste Reserve
Fund isareserve established by the County to accumulate the funds necessary to cover the closure and postclosure
care costs as well as future capital costs that will be incurred by the landfill. The Solid Waste Reserve Fund is
consolidated with the landfill operating fund for financia reporting purposes.

The County reports the following fiduciary fund types.

Agency Funds - Agency fundsare custodia in nature (assets equal liabilities) and do not involve measurement of
operating results. Agency Funds are used to account for assets the County holds on behdf of others. The County
maintains three Agency Funds. the Socid Services, Mentd Hedlth, and Sheriff Commissary Funds, which account
for monies deposited with the Socid Services and Mental Health Departments for the benefit of certain individuas
and with the Sheriff’ s department for inmates.

C. Measurement Focus, Basis of Accounting

In accordance with North Carolina generd statutes, dl funds of the County are maintained during the year using
the modified accrua bas's of accounting.

Government-wide and Proprietary Fund Financial Statements. The government-wide, proprietary and
fiduciary fund financid statements are reported using theeconomic resour ces measurement focus, except for the
agency funds that have no measurement focus. The government-wide, proprietary and fiduciary fund financid
satements arereported using the accrual basis of accounting. Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardiess of when the related cash flows take place. Norexchange
transactions, in which the County gives (or receives) vaue without directly receiving (or giving) equa vauein
exchange, include property taxes, grants, entitlements, and donations. On an accrua basi's, revenue from property
taxesisrecognized inthefiscd year for which thetaxes arelevied. Revenue from grants, entitlements and donations
is recognized in thefisca year in which dl digibility requirements have been satisfied.
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Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or
privileges provided, 2) operating grantsand contributions, and 3) capital grants and contributions, including specia
assessments. Internally dedicated resources are reported as general revenues rather than as program revenues.
Likewise, generd revenuesinclude dl taxes.

Proprietary funds distinguish oper ating revenues and expenses from nonoper ating items Operating revenuesand
expenses generdly result from providing services and producing and delivering goods in connection with a
proprietary fund's principal ongoing operations. The principal operating revenues of the Solid Waste Management
Fund are chargesto customersfor services. Operating expensesfor the enterprise fund include the cost of services,
adminigrative expenses, and depreciation on capital assets. All revenues and expensesnot meeting thisdefinition are
reported as nonoperating revenues and expenses.

Governmental Fund Financial Satements. Governmenta funds are reported using the current financial
resour ces measurement focus and the modified accrual basis of accounting. Revenues are recognized when
measurable and available. Expenditures are recorded when the related ligbility isincurred, except for principa and
interest on generd long-term debt, claimsand judgments, and compensated bal ances, which are recognized to the
extent they have matured. Generd capital asset acquisitions are reported as expenditures in governmenta funds.
Proceeds of genera long-term debt and acquisitions under capital leases are reported as other financing sources.

The County consders al revenues available if they are collected within 60 days after year-end, except for
property taxes. Ad va orem property taxes are not accrued asarevenuein the fund financials because theamount is
not susceptible to accrual. At June 30, taxes receivable are materialy past due and are not considered to be an
available resource to finance the operations of the current year. Therefore, the net receivable amount is offset by a
deferred revenue in the fund financias. Also, as of January 1, 1993, State law dtered the procedures for the
assessment and collection of property taxes on registered motor vehicles in North Carolina. Effective with this
changein thelaw, Catawba County isrespongblefor billing and collecting the property taxeson dl registered motor
vehicles on behdf of dl municipaities and specid tax digtricts in the County. For those motor vehicles registered
under the staggered system and for vehicles newly-registered under the annual system, property taxes are duethe
first day of the fourth month after the vehicles are registered. The billed taxes are gpplicable to the fiscd year in
which they becomedue. Therefore, taxesfor vehiclesregistered from March 2002 through February 2003 gpply to
thefiscal year ended June 30, 2003. Uncollected taxesthat were billed during this period are shown asareceivable
onthesefinancid statements. Thosetaxesfor vehiclesregistered from March 1 through thefiscal year-end apply to
the fiscd year 2003-04 and are not shown as receivables at June 30, 2003. For those motor vehicles that are
renewed and billed under the annua system, taxes are due on May 1 of each year, and the uncollected taxes are
reported as areceivable on the financia statements offset by deferred revenues because the due date and the date
upon which theinterest beginsto accrue passed prior to June 30. Thetaxesfor renewal vehiclesregistered annualy
that have dready been collected as of year-end are aso reflected as deferred revenues at June 30, 2003 because
they are intended to finance the County's operations during the 2004 fiscd year.
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Sdles taxes collected and held by the State a year-end on behdf of the County are recognized as revenue.
Intergovernmental revenues and sales and services are not susceptible to accrua because generdly they are not
measurable until received in cash. Expenditure-driven grants are recognized as revenue when the qudifying
expenditures have been incurred and al other grant requirements have been satisfied.

Under the terms of grant agreements, the County funds certain programs by a combination of specific cost-
reimbursement grants, categorica block grants, and generd revenues. Thus, when program expensesareincurred,
there are both restricted and unrestricted net assets avail able to finance the program. It isthe County’ s policy tofirst
apply cost-reimbursement grant resources to such programs, followed by categorica block grants, and then by
generd revenues.

All governmental and business-type activities and enterprise funds of the County follow FASB Statements and
I nterpretations issued on or before November 30, 1989, Accounting Principals Board Opinions, and Accounting
Research Bulletins, unless those pronouncements conflict with GASB pronouncements.

The County has implemented GASB Statement No. 34, Basic Financial Statements— and Management’s
Discussion and Analysis — for State and Local Governments and related standards. These new standards
provide for sgnificant changes in terminology and presentation and for the incluson of Management’ s Discussion
and Andysis as required supplementary information.

D. Budgetary Data
Budget

The County’s budgets are adopted as required by the North Carolina Generd Statutes. An annua budget is
adopted for the Generd, Specia Revenue and Enterprise Funds. All annua appropriations|apseat thefiscd year-
end. Project ordinances that may span more than one year are adopted for the Capitd Projects funds. These
appropriations are carried over until the projects are completed. All budgets were prepared using the modified
accrud basis of accounting.

Expenditures may not legaly exceed appropriations at the functiond levd for dl annudly budgeted funds and at
the object leve for the multi-year funds. Transfers of gppropriations between funds may be made only by the Board,
with the exception of merit, reclassfication funds, and specid contingency which the County Manager has the
authority to transfer. Transfers of appropriations between functiona areas in afund or from contingency shdl be
goproved by the Board, but may be approved by the County Manager if he finds they are consstent with
operationd needs and any Board approved goals and do not exceed $50,000 for functiona area transfers or
$50,000 for transfers from contingency. Transfers from contingency approved by the Manager could exceed
$50,000if hedetermines an emergency exigts. All such transfers gpproved by the Manager must be presented to the
Board a its next regular meeting. During the year, severa immateriad amendments to the origind budget were

- 38 -



CATAWBA COUNTY, NORTH CAROLINA
NOTESTO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2003

necessary. The budget ordinance must be adopted by July 1 of thefiscal year or the governing board must adopt an
interim budget that covers the time until the annua ordinance can be adopted.

E. Assets, Liabilitiesand Net Assets or Equity
Deposits and I nvestments

All deposits of the County are madein board-designated officid depositoriesand are secured asrequired by G.S.
159- 31. The County may designate asan officia depository any bank or savings association whose principd office
islocated in North Carolina. Also, the unit may establish time deposit accounts such as NOW and SuperNOW
accounts, money market accounts, and certificates of deposit.

State law [G.S. 159-30(c)] authorizes the County to invest in obligations of the United States or obligationsfully
guaranteed both asto principa and interest by the United States; obligations of the State of North Carolina; bonds
and notes of any North Carolinaloca government or public authority; obligations of certain non-guaranteed federa
agencies, certain high quality issuesof commercia paper and bankers acceptances; and the North Carolina Cepita
Management Trust (NCCMT), a SEC-registered money market mutud fund.

The County’ sinvestmentswith amaturity of more than oneyear at acquisition and nor-money market investments
arereported at fair vaue at June 30, 2003, as determined by quoted market prices. The securitiesof the NCCMT
Cash Portfolio, a SEC-registered money market mutud fund, arevaued at fair vdue, whichisthe NCCM T’ sshare
price. The NCCMT Term Portfolio’s securities are vaued at fair value. Money market investments that have a
remaining maturity a the time of purchase of one year or less are reported at amortized cost. Non-participating
interest earning investment contracts are reported at cos.

Cash and Cash Equivalents

A cash and investment pool ismaintained by the County to facilitate disbursement and investment and to maximize
investment income. Thepoal isused by dl fundsexcept socid services, menta hedlth and sheriff commissary agency
funds. Therefore, al cash and investments are essentidly demand deposits and are considered cash and cash
equivaents. Socid servicesand mentd hedth agency accountsare maintained in time depostsasreflected in Exhibit
G-1, and the sheriff commissary account is maintained in a noninterest bearing demand deposit account.

Ad Valorem Taxes Receivable

In accordance with State law [G.S. 105-347 and G.S. 159-13(a)], the County levies ad vaorem taxes on
property other than motor vehicleson Jduly 1, the beginning of thefiscd year. Thetaxesare due on September 1 (lien
date); however, pendties and interest do not accrue until the following January 6. These taxes are based on the
assessed values as of January 1, 2002.
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Allowancesfor Doubtful Accounts

All recaivables that higtorically experience uncollectible accounts are shown net of an dlowance for doubtful
accounts. This amount is estimated by analyzing the percentage of recelvablesthat were written off in prior years.

Inventories and Prepaid Items

Inventories of the County are valued at cost, which gpproximates market, using thefirg-in, firg-out method. The
inventory of the County's Generd Fund consists of expendable suppliesheld for consumption. The cost isrecorded
as an expenditure when consumed rather than when purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid
itemsin both government-wide and fund financid statements.

Capital Assets

Purchased or constructed capital assets are reported at cost or estimated historical cost. Donated capital assets
arerecorded at their estimated fair value a the date of donation. Capital assetsare defined by the County as assets
withaninitid, individua cost of morethan $5,000 (amount not rounded) and an estimated useful lifein excessof two
years. The cogts of norma maintenance and repairsthat do not add to the value of the asset or materialy extend the
ast'slife are not capitalized.

Capitd assets of the County are depreciated on a straight line method over the following estimated useful lives:

Buildings and improvements 50 years
Furniture and office equipment 10years
Mai ntenance and construction equipment 8years
Medium and heavy motor vehicles 6 years
Automobiles and light trucks 4years
Computer Equipment 5years

Long-Term Obligations

Inthegovernment-widefinancid statements, and proprietary fund typesin thefund financid statements, long-tem
debt and other long-term obligations are reported asliahilitiesin the gpplicable governmentd activities, busness-type
activities, or proprietary fund type statement of net assats.

Inthefund financid statementsfor governmenta fund types, theface amount of debt issued isreported as another

financing source.
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Compensated Absences

Itisthe palicy of the County to permit employeesto accumulate up to thirty (30) days earned but unused vacation
leave, with such leave being fully vested when earned. For the County, the current portion of the accumulated
vacation pay and saary-related paymentsis not considered to be materid ; therefore, no expenditure or ligbility has
been reported in the County's governmental funds. The County'sliability for accumulated earned vacation and the
sdary-rdated payments as of June 30, 2003, is recorded in the government-wide financiad statements. For the
County's proprietary fund, an expense and aliability for compensated absences and the salary- rdated paymentsare
recorded within those funds as the leave is earned, if the amount is considered to be materia.

Thesck leave palicy of the County providesfor an unlimited accumul ation of earned but unused sick leave. Sick
leave does not vest, but any unused sck leave accumulated a the time of retirement may be used in the
determination of length of service for retirement benefit purposes. Since neither entity has any obligation for
accumulated sick leave until it is actudly taken, no accrud for sick leave has been made by the County.

Net Assets/Fund Balances
Net Assets

Net Assets in government-wide and proprietary fund financid statements are classified as invested in capita
assets, net of related debt; restricted; and unrestricted. Restricted net assets represent constraints on resourcesthat
are ether externdly imposed by creditors, grantors, contributors, or laws or regulations of other governments or
imposed by law through state statute.

Net Assats are classfied as follows:

Restricted

Gengrd government — portion of net assets condtituting the Automation Enhancement and Preservation Fund,
funded by 10% of the fees collected and maintained by theregister of deeds office. Thefundsarelegdly restricted
for computer and imaging technology intheregister of deeds’ office and the portion of net assats congtituting unspent
grant revenues.

Education — portion of net assets representing a sinking fund required by afinancing contract entered into by the
County to construct schools.

Public Safety — portion of net assets congtituting unspent grant revenues.
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Fund Balances

Inthe governmentd fund financid statements, governmenta funds report reservations of fund baancefor amounts
that are not available for appropriation or are legdly restricted by outside parties for use for a specific purpose.
Designations of fund baance represent tentative management plans that are subject to change.

Statelaw [G.S. 159-13(b)(16)] restrictsthe gppropriation of fund balanceto an amount not to exceed the sum of
cash and investments minusthe sum of liakilities, encumbrances, and deferred revenues arising from cash receiptsas
these amounts stand at the close of the fiscal year preceding the budget year.

The governmenta fund types classfy fund balances asfollows:

Reserved

Reserved for inventories and prepaid items - portion of fund baance not available for gppropriation because it
represents the year-end balance of ending inventories and prepaid items, which are not expendable available
resources.

Reserved for encumbrances - portion of fund baance available to pay for any commitments related to purchase
orders and contracts that remained unperformed at year-end.

Reserved by State statute - portion of fund baance, in addition to reserves for encumbrances and reserves for
inventories, which is not available for appropriation under State law [G.S. 159-8(g)]. This amount is usudly
comprised of the receivable balances that are not offset by deferred revenues.

Resarved for register of deeds — portion of fund baance condituting the Automation Enhancement and
Preservation Fund, funded by 10% of the fees collected and maintained by the register of deeds’ office. The funds
are avallable for appropriaion but are legally restricted for computer and imaging technology in the register of
deeds office.

Unreserved
Designations of Catawba County represent tentative management plans that are subject to change. The
unreserved fund balance had the following designations at June 30, 2003:

Designated for subsequent year's expenditures:

Genera Fund $ 7,514,552
Water & Sewer Reserve Fund $ 955,620
Water & Sewer Construction Fund $ 9,579,573
School Capital Project Fund $ 5,514,496
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2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

A. Explanation of Certain Differences Between the Governmental Fund Balance Sheet
and the Government-Wide Statement of Net Assets

The governmentd fund baance sheet includes a reconciliation between fund balance — total governmental
funds and net assets — governmental activities as reported in the government-wide statement of net assets.
One dement of that reconciliation explains that “capital assets are not financia resources and therefore are not
reported in the funds.” The details of this $69,468,037 difference are asfollows:

Land $ 6,092,870
Construction in progress 717,816
Buildings & other improvements, net of $25,809,092 accumulated depreciation 58,840,495
Equipment, net of $8,707,293 accumulated depreciation 3,816,856

Net adjustment to increase fund balance — total governmental funds
to arrive at net assets — governmental activities $ 69,468,037

Anacther dement of the reconciliation explains that *some liabilities, including bonds payable, are not due and
payable in the current period and therefore are not reported in the funds.” The details of this ($66,859,085)
difference are asfollows:

Bonds payable $(63,040,000)

Capitalized leases payable ( 282,134)
Compensated absences ( 3,025,059)
Net pension obligation (__511,892)

Net adjustment to reduce fund balance — total governmental funds
to arrive at net assets — governmental activities $(66.859,085)

B. Explanation of Certain Differences Between the Governmental Fund Statement of
Revenues, Expenditures, and Changesin Fund Balances and the Government-Wide
Statement of Activities

Thegovernmenta fund statement of revenues, expenditures, and changesin fund balancesincludesareconciliation
between net changes in fund balances—total governmental funds and changesin net assets of gover nmental
activities asreported in the government-wide statement of activities Onedement of that reconciliation explainsthat
“Governmenta fundsreport capital outlays as expenditures. However, in the statement of activitiesthe cost of those
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asdts is dlocated over their estimated useful lives and reported as depreciation expense” The detalls of this
$3,618,609 difference are as follows:

Capital outlay $ 7,330,832
Depreciation expense (13,712,223)

Net adjustment to increase net changes in fund balances — total governmental
funds to arrive at changes in net assets of governmental activities $ 3,618,609

Another lement of that reconciliation sates that “the issuance of long-term debt (e.g., bonds, leases) provides
current financid resourcesto governmentd funds, whilethe repayment of the principa of long-term debt consumes
the current financia resources of the governmenta funds. Neither transaction, however, has any effect on net assets.
Also, governmenta funds report the effect of issuance costs, premiums, discounts, and Smilar items when debt is
first issued, whereas these amounts are deferred and amortized in the statement of activities” The detalls of this
$7,013,954 difference are asfollows:

Debt issued or incurred:

Generd obligation debt $(14,495,000)
Principa repayments:

Genera obligation debt 21,105,000

Capitalized leases 240,774

Installment purchases 163,180

Net adjustment to increase net changes in fund balances — total governmental
funds to arrive at changes in net assets of governmental activities $ 7,013,954

Another dement of that reconciliation states that “ Some expenses reported in the statement of activities do not
requirethe use of current financia resources and therefore are not reported as expendituresin governmenta funds”
The detalls of this ($97,851) difference are asfollows:

Compensated absences $(60,958)
Net pension obligation (036,893)

Net adjustment to decrease net changes in fund balances — total governmental
funds to arrive at changes in net assets of governmental activities $(97.851)
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3. DETAIL NOTESON ALL FUNDS
A. Assets
Depositsand I nvestments

Deposits

All of the County'sdeposits are elther insured or collaterdized by usng one of two methods. Under the Dedicated
Method, al deposits exceeding thefederd depository insurance coverageleve are collateraized with securitiesheld
by the County's agent in the name of the County. Under the Pooling Method, whichisacallaterd pooal, al uninsured
deposits are collaterdized with securities held by the State Treasurer's agent in the name of the State Treasurer.
Since the State Treasurer is acting in afiduciary capacity, these deposits are considered held by their agentsin the
entities names. The amount of the pledged collaterd is based on an gpproved averaging method for non-interest
bearing depositsand the actua current balance for interest- bearing deposits. Depositoriesusing the Pooling Method
report to the State Treasurer the adequacy of their pooled collatera covering uninsured depodits. The State
Treasurer does not confirm thisinformation with the County or with the escrow agent. Because of the inability to
measure the exact amount of collaterd pledged for the County under the Pooling Method, the potentid exists for
under collaterdization, and thisrisk may increase in periods of high cash flows. However, the State Treasurer of
North Carolina enforces strict Sandards of financid stability for each depository that collaterdizes public deposits
under the Pooling Method.

At June 30, 2003, the County's deposits had acarrying amount of $2,756,238 and abank balance of $3,718,967.
Of the bank balance, $283,779 was covered by federal depository insurance, and $3,435,188 in interest bearing
deposits was covered by collatera held under the Pooling Method.

At June 30, 2003, Catawba County had $8,315 cash on hand.

| nvestments

The County'sinvestments are categorized to give an indication of theleve of custodid risk assumed by the County
a year-end. In the following tables, Column 1 includesinvestments that are insured or registered or for which the
securitiesare held by the County or their agent in the County's name. Column 2 includes uninsured and unregistered
investments for which the securities are held by the counterparty’s trust department or agent in the County's name.
Column 3includes uninsured and unregistered investments for which the securities are held by the counterparty, or
by its trust department or agent but not in the County's name. The County's investments in the North Carolina
Capitd Management Trust are exempt from risk categorization because the County does not own any identifiable
securitiesin these mutud funds
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At June 30, 2003, the County's investment balances were as follows:

CATEGORIES REPORTED FAIR

1 2 3 VALUE VALUE
U.S. Government Securities $ 3,402,191 $ $ $ 3,402,191 $ 3,402,191
U.S. Government Agencies 68,080,426 67,725,992 68,080,425
Certificates of Deposit 14,000,000 14,000,000 14,000,000
$85,482,617 $ $ $85,128,183 $85,482,616

North Carolina Capitd
Management Trust — Cash 7,855,090 7,855,090

$92,983,273 $93,337,706

During 2003, the County realized a net loss of ($9,400) from the sde of investments. The calculation of redized
gainsisindependent of the calculation of the net increase or decreaseinfair vaue of invesments. Redlized gansand
losses on investments that had been held for more than onefisca year and sold in the current year may have been
recognized asanincrease or decreaseinthefair value of theinvestmentsreported in the prior year. The net increase
(decrease) inthefair va ue of investments during 2003 for the County was $61,177. Thisamount takesinto account
al changes in fair vaue (including purchases and sales) that occurred during the year. The unredlized gain on
investments held a year-end for the County was $354,433.

Property Tax — Use —Value Assessment on Certain Lands

Inaccordance with the General Statutes, agriculture, horticulture, and forestiand may betaxed by the County at the
present-use value as opposed to market value. When the property loses its digibility for use-vaue taxation, the
property tax isrecomputed a market vaue for the current year and the three preceding fiscd years, dong with the
accrued interest from the original due date. Thistax isimmediately due and payable. The following are property
taxes that could become due if present use-vaue digibility islost. These amounts have not been recorded in the
financia Satements,

Year Levied Tax I nter est Total
2000 $ 542,813 $ 128,918 $ 671,731
2001 531,406 78,382 609,788
2002 534,192 30,716 564,908
2003 681,343 - 681,343
Totd $ 2,289,754 $ 238,016 $ 2,527,770
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Receivables

Recelvables at the government-wide leve a June 30, 2003 were asfollows.

Due From
Notes other
Accounts Taxes Receivable Governments Other Total

Governmental Activities
General $ 3,476,509 $ 3,456,863 $ - $ 8,632,622 $ 593,313 $ 16,159,307
156.864 2.389.234 1.027.847 277.223 4.751.168

Other Governmental -
Total Receivables $ 3,476,509 $ 3,613,727 $ 2,389,234 $ 10,560,469 $ 870,536 $ 20,910,475
Allowance for doubtful accounts (526 221) (662.600) - - - (1.188.821)
Total governmental activities $ 2,950,288 $ 2,951,127 $ 2,389,234 $ 10,560,469 $ 870,536 $ 19,721,654
Amounts not scheduled for
collection during the subsequent
year $ - $ - $ 2,020,165 $ - $ - $ 2,020,165

Business-type activities
Solid Waste Management $ 444,170 $ - $ - $ 81,359 $ 76,419 $ 601,948
Allowance for doubtful accounts - - - -

Total Business-type activities $ 444,170 $ - $ - $ 81,359 $ 76,419 $ 601,948

The due from other governments that is owed to the County consists of the following:

Governmental Business-Type

Activities Activities

Local option sales tax $ 6,535,629 $ -
White goods disposal tax 12,122
Scrap tire tax 33,491

Various federal and state grants 3,748,419

Refundable sales tax 276,421 35,746
$ 10,560,469 $ 81,359
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Capital Assets

Capital asst activity for the year ended June 30, 2003 was as follows:

Primary Gover nment

Beginning Additions & Transfers& Ending
Balance Adjustments Retirements Balance

Governmental Activities
Capital assets, not being depreciated
Land $ 6,092,870 $ - $ - $ 6,092,870
Construction in progress 4,924,347 490,131 (4,696,662) 717,816
Total capital assets, not being depreciated $ 11,017,217 $ 490,131 $ (4,696,662 $ 6,810,686
Capital assets, being depreciated
Buildings $ 63,282,677 $ 256,976 $ 4,459,409 $ 67,999,062
Other improvements 11,100,998 5,334,273 215,254 16,650,525
Equipment and vehicles 12,714,140 1,249,452 (1,438,443) 12,525,149
Total capital assets, being depreciated $ 87,097,815 $ 6,840,701 $ 3,236,220 $ 97,174,736
Less accumulated depreciation for
Buildings $ (22,551,901) $(1,278,194) $ - $(23,830,095)
Other improvements (1,418,789) (560,208) - (1,978,997)
Equipment and vehicles (8,399,607) (1,834,600) 1,525,914 (8,708,293)
Total accumulated depreciation $ (32,370,297) $ (3,673,002 $ 1525914 $(34,517,385)
Total capital assets, being depreciated, net $ 54,727,518 $ 3,167,699 $ 4,762,134 $ 62,657,351
Governmental activities capital assets, net $ 65,744,735 $ 3,657,830 $ 65,472 $ 69,468,037

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities

General government $ 202,294
Public safety 868,985
Environmental protection 24,662
Economic & physical development 1,185,917
Human services 1,321,679
Culture and recreation 69,465
Total depreciation expense $3,673,002
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Business-type activities

Capital assets, not being depreciated
Land

Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated
Buildings

Other improvements

Equipment and vehicles

Total capital assets, being depreciated

Less accumulated depreciation for
Buildings

Other improvements

Equipment and vehicles

Total accumulated depreciation

Total capital assets, being depreciated, net

Business-type activities capital assets, net

Congruction Commitments

Beginning Additions & Transfers & Ending
Balance Adjustments Retirements Balance
$ 3,935,027 $ - $ - $ 3,935,027
1,902,405 1,269,591 (267,332) 2,904,664
$ 5,837,432 $ 1,269,591 $ (267,332) $ 6,839,691
$ 789,984 $ - $  (34,160) $ 755,824
9,895,523 6,672 267,332 10,169,527
6,293,886 464,852 (142,597) 6,616,141
$ 16,979,393 $ 471524 $ 90,575 $ 17,541,492
$ (27,157) $ (20,207) $ 34,160 $ (13,104)
(6,357,247) (1,118,162) - (7,475,409)
(2,946,936) (719,596) 354,425 (3,312,107)
$ (9,331,340) $ (1,857,865) $ 388,585 $(10,800,620)
$ 7,648,053 $ (1,386,341) $ 479,160 $ 6,740,872
$ 13,485,485 $ (116,750) $ 211,828 $ 13,580,563

Congtruction in progress is composed of numerous projects within the following funds:

Project Expended to

Fund Authorization June 30, 2003

Genera Capital Projects $ 22,243,685 $ 15,367,012

Weater and Sewer

Construction 22,497,372 6,722,510

Schools Capital Projects 35,426,149 29,940,783
School Bond Fund

1997 Series 18,723,197 17,486,726

Total $93,890,403 $ 69517,031

Required

Future

Committed
$ 6,876,673

15,774,862
5,485,366

1.236.471
$ 20373372

Financing
None

None
None

None
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B. Liabilities
Payables

Payables at the government-wide level at June 30, 2003, were as follows:

Sadlaries and
Vendors Benefits Other Total
Governmenta Activities
Generd $ 3,415,366 $ $ 1,953,386 $ 8,168,584
2,799,832
Other Governmental 999,805 19,103 36,426 1,055,334
Total governmental activities ~ $ 4,415,171 $ $ 1,989,812 $ 9,223,918
2,818,935
Business Type Activities
Landfill $ 236,873 $ $ 11,765 $ 312,934
64,296

Pension Plan Obligations
Local Governmental Employees Retirement System -

Plan Description. All permanent full-time employees of Catawba County participate in the statewide Locd

Governmenta Employees Retirement System (L GERS), a cost- sharing multiple-employer defined benefit pension
plan adminigtered by the State of North Carolina. LGERS provides retirement and disability benefits to plan

members and beneficiaries. Article 3 of G.S. Chapter 128 assigns the authority to establish and amend benefit
provisons to the North Carolina Generd Assembly. The Local Governmenta Employees Retirement System is
included in the Comprehensive Annua Financid Report (CAFR) for the State of North Carolina. The State€'s
CAFR includes financid statements and required supplementary information for LGERS. That report may be
obtained by writing to the Office of the State Contraller, 1410 Mail Service Center, Rdeigh, North Carolina27699-
1410, or by caling (919) 981-5454.

Funding Policy. Covered employees are required by State Satute to contribute six percent of their annua
covered sdary to LGERS. The County is required by the same statute to contribute at an actuarialy determined
rate. For the County, the current rates for employees not engaged in law enforcement and for law enforcement
officersare 4.88% and 4.78%, respectively, of annual covered payroll. The contribution requirements of members
and of Catawba County are established and may be amended by the North Carolina Generd Assambly. The
County’s contributions to LGERS for the years ended June 30, 2003, 2002, and 2001 were $1,754,328,
$1,739,337, and $1,631,345, respectively. The contributions made by the County equaed the required
contributions for each yeer.
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Law Enforcement Officers Special Separation Allowance -
Plan Description

Catawba County administers public employee retirement systems (the Separ ation Allowance), Sngle-employer,
defined benefit pension plans that provide retirement benefits to the County' s qudified sworn law enforcement
officers. The Separation Allowanceisequa to .85 percent of theannud equivadent of the base rate of compensation
most recently applicableto the officer for each year of creditable service. The retirement benefits are not subject to
any increasesin sdary or retirement alowances that may be authorized by the Generd Assembly. Article 12D of
G.S. Chapter 143 assgns the authority to establish and amend benefit provisons to the North Carolina Generd
Assembly.

All full-time law enforcement officers of the County are covered by the Separation Allowance. At December 31,
2002, the Separation Allowance' s membership conssted of:

Retirees receiving benefits 9

Terminated plan members entitled to but not yet

receiving benefits 0

Active plan members 111
120

A separate report was not issued for the County’s plan.
Summary of Significant Accounting Palicies:

Basisof Accounting. The County haschosen to fund the Separation Allowance on apay asyou go bass Penson
expenditures for the County are made from the Generd Fund, which is maintained on the modified accruad basis of
accounting. Administration expenses are recognized as incurred.

Method Used to Value Investments. No funds are set aside to pay benefits and adminigtration costs. These
expenditures are paid as they come due.

Contributions

The County isrequired by Article 12D of G.S. Chapter 143 to provide these retirement benefits and have, at the
present, chosen to fund the benefit payments on apay asyou go basis. For the County, these benefits are funded
through appropriations made in the General Fund operating budget. These benefit payments for the County are
consderedimmaterid amounts. The County’ sobligation to contributeto the planisestablished and may be amended
by the North Carolina Generd Assembly. There were no contributions made by employees to the County’s plan.

The annual required contribution for the current year for the County was determined as part of the December 31,
2002, actuarid vauation using the projected unit credit actuaria cost method. Theactuaria assumptionsincluded (a)

- 51 -



CATAWBA COUNTY, NORTH CAROLINA
NOTESTO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2003

7.25% investment rate of return (net of adminigtrative expenses) and (b) projected salary increases ranging from
5.9% to 9.8% per year. Both (a) and (b) included an inflation component of 3.75%. The assumptions did not
include postretirement benefit increases. The unfunded actuarid accrued liability isbeing amortized asaleve dollar
amount on aclosed basis. The remaining amortization period a December 31, 2002 was 28 years.

Annual Pension Cost and Net Pension Obligation. The County’ sannua pension cost and net pension obligation
to the Separation Allowance for the current year were as follows:

Annual required contribution $ 107,389
Interest on net pension obligation 34,484
Adjustment to annual required contribution ( 25,551)
Annua pension cost $ 116,322
Contributions made 80,069
Increase (decrease) in net pension obligation $ 36,253
Net pension obligation beginning of year 475,639
Net pension obligation end of year $ 511,892

3 Year Trend Information

Annua Pension Percentage of Net Pension

Fiscal Year Ended Cost (APC APC Contributed Obligation
6/30/01 85,782 54.05 418,654
6/30/02 114,249 50.68 474,999
6/30/03 116,322 68.83 511,892

Supplemental Retirement Income Plan for Law Enforcement Officers -

Plan Description. All law enforcement officers employed by the County participate in the Supplemental
Retirement Income Plan (Plan), a defined contribution penson plan administered by the Department of State
Treasurer and aBoard of Trustees. Participation beginsat the date of employment, and benefitsare provided to dl
law enforcement officers employed by the County. G.S. Chapter 135 assignsthe authority to establish and amend
benefit provisonsto the North Carolina Generd Assembly.

Funding Policy. Article 12E of G.S. Chapter 143 requires the County to contribute each month an amount
equa to five percent of each officer's sdary, and al amounts contributed are vested immediately. Also, the law
enforcement officers may make voluntary contributionsto the plan. Tota contributions for the County for the year
ended June 30, 2003 were $779,905, which consisted of $171,010 from the County and $608,895 from the law
enforcement officers.
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Register of Deeds Supplemental Pension Fund -

Plan Description. Catawba County aso contributes to the Registers of Deeds Supplemental Pension Fund
(Fund), a noncontributory, defined contribution plan administered by the North Carolina Department of State
Treasurer. The Fund provides supplementa pension benefitsto any digible county register of deedswhoisretired
under the Local Government Employees Retirement System (LGERS) or an equivalent locally sponsored plan.
Article 3 of G.S. Chapter 161 assignsthe authority to establish and amend benefit provisonsto the North Carolina
Generd Assambly.

Funding Policy. Onamonthly bass, the County remitsto the Department of State Treasurer an amount equa to
four and one-haf percent (4.5%) of the monthly receipts collected pursuant to Article 1 of G.S. 161. Immediately
following January 1 of each year, the Department of State Treasurer divides ninety-three percent (93%) of the
amount in the Fund at the end of the preceding cdendar year into equal sharesto be disbursed as monthly benefits.
The remaining seven percent (7%) of the Fund's assets may be used by the State Treasurer in administering the
Fund. For the year ended June 30, 2003, the County's required and actual contributions were $57,343.

Other Postemployment Benefits - Catawba County

According to a County resolution, the County provides hedth care benefits to retirees of the County who
participate in the North Carolina Local Governmental Employees Retirement System (LGERS) and have &t least
thirty yearsof creditable service with the County. The County will pay theindividud premium for theseindividuas.
Also, retirees can purchase coveragefor their dependents at the County'sgroup rates. Eligibility for coverage ceases
when the retiree and/or dependents receive Medicare. Currently, twelve retirees are eligible for postretirement
hedlth benefits. The government finances the plan on a pay-as-you-go basis. For the fisca years ended June 30,
2003 and 2002, the County made paymentsfor postretirement health benefit premiums of $ 58,429 and $47,715,
repectively. The County hasalimited self-insurance plan covering hedth care coverage, and hasastop loss policy
with private insurers.

The County has €l ected to provide death benefitsto employeesthrough the Degth Benefit Plan for membersof the
Locd Governmental Employees Retirement System, a multiple-employer, State-administered, cost-sharing plan
funded on a one-year term cost basis. The beneficiaries of those employeeswho diein active service after oneyear
of contributing membership in LGERS, or who die within 180 days after retirement or termination of service and
have a least one year of contributing membership service in LGERS at the time of degth are digible for death
benefits. Lump sum desth benefit paymentsto beneficiariesare equa to theemployee's 12 highest months sdary ina
row during the 24 months prior to the employee's death, but the benefit may not exceed $20,000. All death benefit
payments are made from the Desth Benefit Plan. The County has no liability beyond the payment of monthly
contributions. Contributions are determined as a percentage of monthly payroll, based upon rates established
annualy by the State. Separate rates are set for employees not engaged in law enforcement and for law enforcement
officers. Because the benefit payments are made by the Degth Benefit Plan and not by the County, the County does
not determine the number of digible participants. For the fiscd year ended June 30, 2003, the County made
contributions to the State for desth benefits of $34,769. The County's required contribution for employees not
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engaged in law enforcement and for law enforcement officers represented .09% and .14% of covered payrall,
repectively. The contributionsto the Death Benefit Plan cannot be separated between the postempl oyment benefit
amount and the other benefit amount.

Closure and Postclosure Care Costs- Blackburn Landfill Facility

State and Federal laws and regulations require the County to place afind cover onits current operating cdll at
Blackburn Landfill Facility when it stops accepting waste and to perform certain maintenance and monitoring
functionsat the stefor thirty yearsafter closure. The County also hasaclosed cell at the Blackburn Landfill Fecility
for which the entire amount of the closure and postclosure costs has been recognized asthe cell capacity was used.
Although closure and postclosure care costiswill be paid only near or after the date that the landfill stopsaccepting
waste, the County reports a portion of these closure and postclosure care costs as an operating expense in each
period based on landfill capacity used as of each balance sheet date. The $3,622,348 reported aslandfill closure
and postclosure careliability at June 30, 2003 represents acumul ative amount reported to- date based on the use of
41% percent of the total estimated capacity of the operating cell of the landfill. The County will recognize the
remaining estimated cost of closure and postclosure care of $5,741,169 asthe remaining estimated capecity isfilled.
These amounts are based on what it would cost to perform al closure and postclosure carein 2003. The County
expectsto closethe current operating cdll at the Blackburn facility in theyear 2008. Actua costsmay be higher due

to inflation, changes in technology, or changes in regulations.

The County has met the requirements of a loca government financid test that is one option under State and
Federd laws and regulations that helps determine if aunit isfinancidly able to meet closure and postclosure care
requirements. However, the County has aso dected to establish a reserve fund to accumulate resources for the
payment of closureand postclosure care costs. A balance of $442,399 hasaccumulated in the Solid Waste Reserve
Fund at the end of the 2002-2003 fiscd year, and these funds are being invested dong with other available County
dollars. The County expects that future inflation costs will be paid from the interest earnings on these annua
contributions. However, if interest earnings are inadequate or additional postclosure care requirements are
determined (due to changesin technology or applicable laws or regulations, for example), these costs may need to
be covered by chargesto future landfill users or by future tax revenues.

Deferred/Unear ned Revenues

The balance in deferred revenue on the fund statements and unearned revenues on the government-wide statements at
year-end is composed of the following elements:

Deferred Unearned
Revenue Revenue
Taxesreceivable (net) (General & Special Revenue) $ 2,951,128 $
Ambulance receivables (net) (General) 199,518
Business license receivables (General) 5,180
State roads assessments (General)
Human resource receivables (net) (General) 2,677,180
Prepaid taxes not yet earned (General & Specia
Revenue) 47,681 47,681
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Prepaid licenses and other (General) 13,753 13,753

Unearned revenues (General, Special Revenue &

Enterprise) 810471 810,471

Notes receivable (Special Revenue) 2,389,234 -
Total $ 9,094,145 $ 871,905

Risk Management

The County is exposed to various risks of losses related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuriesto employees, and natural disasters. The County participatesin two sdf-funded risk-
financing poolsadministered by the North Carolina Association of County Commissioners. Through these pools the
County obtains property insurance coverage equal to replacement cost vaues of owned property subject to
schedules submitted at the beginning of each fund year, and atota pool limit of $150 million for any one occurrence
of damage to property, generd, auto, professiond, and employment practices liability coverage of $2 million per
occurrence, auto physical damage coverage for owned autos at actua cash value, crime coverage of $250,000 per
occurrence, and workers compensation coverage up to statutory limits. The pools are audited annudly by certified
public accountants, and the audited financia statements are available to the County upon request. The pools are
reinsured through a multi- state public entity captive for single occurrence losses in excess of $500,000 up to a $2
million limit for liability coverage, and single occurrence losses of $350,000 for workers compensation.

For hedth insurance, the County is reinsured through a commercid carrier for individua losses in excess of
$100,000, and aggregate annual lossesin excess of 120% of the expected net paid claims.

The County carries commercia coveragefor al other risks of loss. There have been no significant reductionsin
insurance coverage from the previous year and settled claims have not exceeded coverage in any of the past three
fiscd years

Contingent Liabilities

At June 30, 2003, the County was adefendant to various lawsuits. 1n the opinion of management and the County
atorney, the ultimate effect of these lega matterswill not have amateria adverse effect on the County's financid

position.
Long-Term Obligations
Operating L eases

Catawba County iscommitted under various operating leases for building space and equipment. These operating
leases can be canceled with proper notice. For the year ended June 30, 2003, total |ease expenditures reached
$675,679.
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The following is a schedule of the future minimum lease payments under these leases:

Year Ending Amount
2004 $ 510,029
2005 474,127
2006 345,822
2007 7,201
Total $1.337,179

Capital Lease Obligations

Catawba County hasentered into agreementsto lease certain equipment. Theselease agreementsqualify aslease-
purchases (capitd leases) for accounting purposes and, therefore, have been recorded at the present vaue of the
future minimum lease payments as of the date of their inception.

For Catawba County, thefirst agreement was executed on May 15, 1997, for thelease of a public safety vehicle
and requires five annua payments of $19,521. The second agreement was executed on March 20, 1998, for the
lease of apublic safety vehicle and requiresfive annua payments of $28,209. Thethird agreement was executed on
June 25, 1999, for the lease of five public safety vehicles and requiresfive annua payments of $80,283. A fourth
agreement was executed on October 15, 2001 for thelease of three public safety vehiclesand requiresthree annua
payments of $106,400. A fifth agreement was executed on October 20, 2001 for the lease of seven trucks and
requiresthreeannua paymentsof $35,120. Under the terms of the agreements, title passesto the County at theend
of the lease term.

At June 30, 2003, the County’s leased equipment was valued at:

Accumulated Net Book
Cost Depreciation Vaue
Equipment $ 926,343 $ 546,077 $ 380,266

For Catawba County, the future minimum |ease obligations and the net present value of these minimum |ease payments at
June 30, 2003, were as follows:

Fiscal Year
2004 $ 221,803
2005 70,760
Total minimum lease payments $ 292,563
L ess amount representing interest 10,429
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Present value of the minimum lease payments $282,134
General Obligation I ndebtedness

All generd obligation bonds serviced by the County's generd fund are collaterdized by the full faith, credit, and
taxing power of the County. Principa and interest requirements are appropriated when due, from property tax
revenues. On December 10, 2002, the County issued Generd Obligation Refunding Bonds in the amount of
$14,495,000.

The County's generd obligation bonds payable a June 30, 2003 are comprised of thefollowing individua issues:

Serviced by the County’s Genera Fund:

Date
Purpose | ssued Interest Rates Amount

Refunding - Series 1993

(Schoals) 893 45-4.6% 2,128,000

(Community College) 893 45-4.6% 532,000
School-Series 1994 6-A 57-59% 600,000
Community College-Series 1994 6-94 5.7-59% 100,000
School-Series 1995 6-95 51% 4,975,000
Public Improvement-Series 1996

(Schools) 596 50-51% 2,208,000

(Community College) 596 50-51% 992,000
School-Series 1997 7-97 4.7 - 4.75% 10,050,000
School-Series 1998 6-98 4.3-44% 7,050,000
School-Series 1999 6-99 44-47% 12,850,000
School-Series 2000 6-00 53-54% 7,580,000
Refunding — Series 2002

(Schools) 12-02 20-4.0% 11,180,000

(Community College) 12-02 20-4.0% 2,795,000

$63.040,000

Annua debt service requirements to maturity for the County's generd obligation bonds are as follows:

Governmental Activities

Year Ending
June 30 Principal Interest
2004 $ 7,160,000 $ 2872780
2005 7,120,000 2,539,495
2006 6,320,000 2,223 270
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Year Ending
June 30 Principal Interest
2007 6,130,000 1,947,720
2008 6,250,000 1,676,320
2009-2013 26,660,000 4,293,350
2014-2015 3,400,000 211390
Total $ 63040000 $ 15764325

At June 30, 2003, Catawba County had no authorized but unissued bonds and had a legd debt margin of
$858,658,485.

Revenue Bonds

On December 22, 1999, the county issued County of Catawba, North Carolina Recreational Facilities Lease
Revenue Bonds (Y MCA of CatawbaValey Project), Series 1999 totaling $4,300,000 pursuant to an I ndentureof
Trust dated as of December 1, 1999 (the “Indenture’) between the County of Catawba, North Carolina (the
“County”) and Firg CitizensBank & Trust Company, astrustee (the“ Trustee”), and authorized by abond order of
the County adopted effective as of December 8, 1999. The proceeds received by the County from the sale of the
Bonds will be used by the County to acquire, pursuant to the Ground Lease dated as of December 1, 1999 (the
“Ground Leasg”) between the Y oung Mens Chrigtian Association of Catawba Valey, Inc. (the” Corporation”) as
lessor and the County as Lessee, along-term leasehold estatein (i) certain existing recreationd facilities owned by
the corporation, and (ii) certain redl property onwhich the Corporation intendsto construct new recregtiond faalities
to be owned by the Corporation ((i) and (ii) collectively, the* Property”), which Property the County smultaneoudy
will lease back to the Corporation pursuant to the Lease Agreement dated as of December 1, 1999 (the “Lease
Agreament”) between the County and the Corporation. The Corporation intendsto usethefundsit receivesfromthe
lease of the property to the County under the Ground L ease and from other sources for the purpose of refinancing
certain exigting indebtedness and financing the costs of acquiring, congtructing, improving and equipping certain new
recregtiond facilities, which are located within the County.

The Bonds will be limited obligations of the County. The Bonds and interest thereon and any redemption or
purchase premiumswith repect thereto do not now and shal never congtitute an indebtedness or an obligation of the
County, the State of North Cardlina (the “Stat€”’) or any politica subdivison thereof, within the meaning of any
condiitutiona limitation or statutory provision and will not give rise to a charge againgt the generd credit or taxing
powersof any of them, but shdl be payable soldy from the revenues and income derived from the Lease Agreement,
which revenues and income have been pledged and assigned to the Trustee to secure payment thereof, and from
moneysavailableto bedrawn by the Trustee under the Credit Facility. No owner of the Bonds shdl havetheright to
compel the exercise of the taxing power of the County, the State or any political subdivision thereof to pay any
principa installment or purchase price of, or redemption or purchase premium, if any, or interest on the Bonds.
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On March 1, 1999, the County issued County of Catawba, North Carolina Refunding Revenue Bonds
(Catawba Memoria Hospita Project) Series 1999 (“the Series 1999 Bonds”) totaling $23,620,000 for the
purpose of refunding the Series 1992 Hospita Revenue bonds (*theSeries 1992 Bonds’). The County defeased
$24,070,000 of the Series 1992 bonds in an escrow fund to provide for dl future debt service. The escrow
fund purchased under the escrow depost agreement shdl mature in principal amounts and pay interet in such
amounts and at such times so that sufficient moneys will be available to pay (1) on October 1, 2002, the
principa of and redemption premium on the refunded Series 1992 bonds maturing after October 1, 2002 and
(2) interest on al refunded Series 1992 bonds to October 1, 2002. Accordingly, the escrow fund assets and
the ligbility for the defeased debot are not included in the Medical Center’ sfinancid statements, while the assets
and liability for the debt maturing October 1, 2001 and 2002 are included in the financia statements. Asaresult
of this defeasance transaction, a proportionate amount of the unamortized bond issuance costs were written off.
A losstotaling $2,286,075 was deferred and is being amortized over the remaining life of the refunded bonds.
The revenue bonds do not congtitute alega or equitable pledge, charge, lien or encumbrance upon any of the
County's property or upon itsincome, receipts or revenues. The taxing power of the County is not pledged for
the payment of the principa or interest on the revenue bonds, and no owner has the right to compe the exercise
of the taxing power of the County or the forfeiture of any of its property in connection with any default under the
bond order.

Long-Term Obligation Activity
Thefallowing isasummary of changesin the County's genera long-term debt for the year ended June 30, 2003:

Balance Balance Portion

June 30, 2002 I ncreases Decr eases June 30, 2003 Of Balance
Governmental activities
General obligation debt $ 69,650,000 $ 14,495,000 $ (21,105,0000 $ 63,040,000 $ 7,160,000
Capitalized |leases 522,908 - (240,774) 282,134 221,803
Installment purchases 163,180 - (163,180) -
Compensated absences 2,964,101 2,275,562 (2,214,604) 3,025,059
Net pension obligation 474,999 36,893 511,892 116,322

Total governmental activities $ 73775188 $ 16,807,455 $ (23723558) _$ 66,859,085 $ 7,498,125

Business-type activities
Accrued landfill closure and

postclosure costs $ 3,012,005 $ 610,343 $ - $ 3,622,348 $ 103,188
Compensated absences 69,697 64,886 (63,795) 70,788
Total business-type activities $ 3,081,702 $ 675,229 $ (63,795) _$ 3,693,136 $ 103,188

Compensated absencestypically have been liquidated in the general fund and are accounted for onalagtinfirst out
(LIFO) basis, assuming that employees are taking leave time asit is earned.

Conduit Debt Obligations
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Catawba County Indugtrid Facility and Pollution Control Financing Authority hasissued indudtrid revenue bondsto
providefinancid assstanceto private businessesfor economic development purposes. These bondsare secured by
the propertiesfinanced aswell asby lettersof credit and are payable soldly from paymentsreceived fromthe private
businessesinvolved. Ownership of the acquired facilitiesisin the name of the private business served by the bond
issuance. Neither the County, the Authority, the State nor any politica subdivision thereof isobligated in any manner
for the repayment of the bonds. Accordingly, the bonds are not reported asliabilitiesin the accompanying financia
gatements. Asof June 30, 2003, according to information furnished by the Economic Development Commission,
there were nine series of industrid revenue bonds outstanding, with an aygregate principa amount payable of
approximatey $33.1 million.

C. Interfund Balances and Activity

The composition of interfund balances as of June 30, 2003 are asfollows:

Transfers from/to other funds
Transfers from Transfers to
General Fund Reappraisal Fund $ 334,666
Rescue Squads Fund 614,226
General Capita Projects Fund 1,513,800
Water & Sewer Construction Fund 2,800,000
Schools Capital Fund 60,000
5 5322602
Genera Capital Reserve Fund General Capita Projects Fund $ 100,000
Reappraisal Fund General Fund $ 15,275
Water & Sewer Reserve Fund General Fund $ 104,060
Water & Sewer Construction Fund 2,199,701
5 2303761
Water & Sewer Construction Fund Water & Sewer Reserve Fund $ 203,800

4. RELATED ORGANIZATION

The County's governing board is adso responsible for appointing five members of the nine-member board of the
Economic Development Corporation (EDC), but the County's accountability for this organization does not extend
beyond making these gppointments. The Economic Deve opment Corporation isanonprofit organization that exists
for the purpose of recruitment, retention and expanson of established manufacturing and non-manufacturing
businesses for economic development purposes. Its primary revenues are alocations from Catawba County and
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various municipdities within the County. The County is not responsible for the debt issued by the EDC and the
EDC's debt is not included in determining the County's legal debt limit.

5. JOINT VENTURES

The County, in conjunction with the State of North Carolina and the Catawba County, Newton- Conover and
Hickory Boards of Education, participatein ajoint ventureto operatethe CatawbaValey Community College. The
State of North Carolina, CatawbaCounty, and the Boards of Education each gppoint four members of thethirteen
member board of trustees of the community college. The president of the community college's sudent government
serves as an ex officio nonvoting member of the community college's board of trustees. The community collegeis
included as a component unit of the State. The County has the basic responghility for providing funding for the
facilities of the community collegeand aso provides somefinancia support for the community college's operations.
In addition to providing annud appropriations for the facilities, the County periodicaly issues generd obligation
bondsto providefinancing for new and restructured facilities. Of the generd obligation bond issuesfor this purpose,
$4,419,000in debt istill outstanding. The County hasan ongoing financia responsibility for the community college
because of the gatutory responshilities to provide funding for the community colleges facilities. The County
contributed $1,864,499 and $481,447 to the community college for operating and capital purposes, respectively,
during thefiscal year ended June 30, 2003. In addition, the County made debt service paymentsof $671,500 during
thefisca year on generd obligation bondsissued for community college capitd facilities. The participating entitiesdo
not have any equity interest in the joint venture; therefore, no equity interest has been reflected in the County's
financia statements a June 30, 2003. Complete financid statements for the community college may be obtained
from the community college's adminigtrative offices at 2550 Hwy. 70, SE., Hickory, NC 28602.

The County, in conjunction with three other counties, participates in the Lake Norman Marine Commission
(Commission) that was created by the North Carolina Generd Assembly in 1969. Board membersare gppointed by
thefour counties (Catawba, Ireddll, Lincoln and Mecklenburg) that fall within thejurisdiction of the Commission. At
any given time and on arotating basis, one of the Counties has two Board appointees and the other three have one
Board appointee. Cash contributionsin equa amounts from the participating counties comprise the mgority of the
Commission's revenues. Catawba County contributed $16,102 to the Lake Norman Marine Commission for
operating expenses during the fiscal year ended June 30, 2003.

The County, in conjunction with Burke County, participatesin the operation of the Burke-Catawba Regiond Jall
Agency (Agency), aregiond jail facility. The Agency, established under North Carolina General Statute 153A-219,
was created for that purpose. On dissolution of the corporation, the net assets of the Agency will be shared by the
two counties, according to their dlocation. The Agency is governed by afour-member board composed of two
appointees from each county. The counties are each obligated by contract to remit amounts required annuadly to
supplement the Agency's operating revenues and are entitled to an alocated share of the Agency's annud operating
income, if any. The County's net investment and its share of the operating results of the Agency are reported in the
County's Statement of Net Assets. The County's equity interest in the Agency was estimated at $386,040 at June
30, 2003. Completefinancia statementsfor the Agency can be obtained from the Agency'sadminigrative office at
150 Government Drive, Morganton, NC 28655.
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6. JOINTLY GOVERNED ORGANIZATION

The County, in conjunction with three other counties and twenty-three municipalities, established the Western
Piedmont Council of Governments (Council). The participating governments established the Council to coordinate
variousfunding received from Federal and State agencies. Each participating government gppoints one member to
the Council's governing board. The County paid membership fees of $38,125 to the Council during thefisca year
ended June 30, 2003.

7. BENEFIT PAYMENTSISSUED BY THE STATE

The amounts listed below were paid directly to individua recipients by the State from federal and State moneys.
County personnd areinvolved with certain functions, primarily eligibility determinetions, that cause benefit payments
to beissued by the State. These amounts disclose this additional aid to County recipients that do not appear inthe
generd purpose financid statements because they are not revenues and expenditures of the County. The amounts
paid by the County are included in the financid statements.

Federal State

Medical assistance $58,968,475 $29,878,050
Temporary assistance

for needy families 1,420,144
L ow-income energy assistance

payments 206,444 -
Aidto the aged and disabled - 1,127,464
Adoptive services 229,970 337,172
wIC 2,183,778 -
Food stamp program 9.692.406

$72701.217 $£31,342,686

8. SUMMARY DISCLOSURE OF SIGNIFICANT CONTINGENCIES
A. Federal and State Assisted Programs

The County has received proceeds from various Federal and State grants. Periodic audits of these grants are
required and certain costs may be questioned as not being appropriate expenditures under the grant agreements.
Such audits could result in the refund of grant monies to the grantor agencies. Based upon prior experience,
management believes such disdlowances; if any, will beimmateria. No provison has been made in the
accompanying financid statements for the refund of grant monies.
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9. SIGNIFICANT EFFECTS OF SUBSEQUENT EVENTS

On July 7, 2003, the Catawba County Board of Commissioners approved the construction of anew Middle
School to be financed through an ingtallment purchase contract not to exceed $9.9 million. On August 4, 2003, the
Board accepted the financing proposa from Bank of Americafor $9.9 million at arate of 3.54% for 15 years.

On September 2, 2003, the Catawba County Board of Commissioners gpproved the bid for construction of a
Life Skillsfacility, total estimated cost of the project to be $1,964,081. Life Skillsisaday activity program for adults
with sgnificant developmentd disabilities

On September 29, 2003, the Catawba County Board of Commissioners gpproved the selection of architect for a
Jail Expansion project. The architectural costs are not to exceed $956,405. The totd Jail Expansion project is
estimated at $17,000,000. Funding for this project during 2003-04 will be $800,000, with the balanceto be funded
with Certificates of Participation issued during the following fiscd year.
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